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THE COUNTRY BANKS AND THE OWEN-GLASS 

BILL 1 

EDWARD L. HOWE 
Princeton Bank, Princeton, N. J. 

THE purpose of my remarks is to indicate the probable 
effect of the pending Owen-Glass currency bill on the 
country banks, and the attitude of those banks to that 
measure should it become a law as it now stands. 

The Owen-Glass bill is an improvement on our present law, 
as it creates a note issue based on commercial needs and con- 
templates the gradual retirement of our present bond-secured 
notes, which by their character and limitations have been and 
are so largely responsible for our financial ills. The experi- 
ence of both this and other countries points conclusively to 
the fact that the issue of notes is not a government function but 
a bank function. Bank notes, when issued under proper 
safeguard, have never been a cause of loss to the holder. On 
the other hand, more money, it can safely be said, has been 
lost by the holders of government notes than by holders of 
any other single investment that the world has ever known. 
The fact that the government of the United States has never 
defaulted on any of its obligations does not alter the fact that 
in principle the issue of circulating notes by a government is 
wrong. It is only necessary to look back to the time of the 
civil war to realize the immense loss incurred by holders of 
government notes when compelled to convert them into gold. 
The notes should be the notes of the regional reserve banks 
issued under the closest government supervision and control. 

The country banker remembers that in 1907 when his de- 
positors became alarmed over financial conditions and de- 
manded their deposits, they wanted cash. When he in turn 
attempted to get the cash from his reserve bank, it came hard 

1 Read at the meeting of the Academy of Political Science, October 15, 1 91 3. 
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and sometimes not at all. He also knows that the reserve 
bank was perfectly sound and would have been glad to send 
him currency to meet his needs, but that this was not possible, 
as there was no process of law which enabled either the reserve 
bank or the country bank to exchange its good assets for a 
circulating medium with which to satisfy the demands of 
frightened depositors. The country requires two things, elas- 
ticity of currency and credit and mobilization of reserves. 
The purpose of the latter is to prevent individual demands 
from weakening the situation. This it proposes to do through 
the creation of a common fund, which by its strength would 
in itself insure confidence. The elasticity of currency and 
credit means that the depositor can have something which will 
be accepted as money without question, while the banker can 
expand his credits without encroaching on his reserves. The 
vital thing is that the volume of notes provided under the 
Owen-Glass bill shall automatically expand and contract to 
meet the requirements of trade. Whether this will be the case 
is a subject for serious doubt. Many believe, and I agree with 
them, that the expansion provided for in this bill may be en- 
tirely used up in an inflation of credit, so that when the pres- 
sure comes the new system will break down just as the present 
system has done in the past. 

Moreover, the Owen-Glass bill, instead of resting content 
with the provision of elasticity and mobilization, would revolu- 
tionize our national banking system. This is neither neces- 
sary nor desirable from the standpoint of either the bank or 
its customers. Whether avowed or not, the effect of the 
Owen-Glass bill will be to destroy the existing relations be- 
tween the reserve bank and the country bank. 

The reserve carried with the reserve bank is gradually to be 
reduced and after three years all reserves must be carried in 
cash or in the federal reserve banks. This will result in 
severing the relations which have grown up between the bank- 
ers in the small towns and cities of the country and the banks 
of large cities. The attempt to dislodge the large amount of 
money now on deposit in the reserve cities is not necessary 
in order to reform our banking system and will not be effective 
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even under this bill. The moment that the connection of mu- 
tual benefit between the country banks and the reserve banks 
is broken, the latter will have the desire and will be in a posi- 
tion to compete with the former for the cream of their busi- 
ness. Every advantage except location and the personal 
equation will be in favor of the larger institutions. Some of 
the large city banks may take out state charters and withdraw 
from the national system. For example, under the law of 
New York, branches are permitted with certain restrictions 
as to locality. The Corn Exchange Bank of New York de- 
monstrates the possibilities of this system. If this law were 
broadened it is easily seen how the business of the state could 
soon be handled by a few large institutions with hundreds of 
branches all over the state. Most of the branches would re- 
sult from the enforced absorption of the present national and 
state banks. There is no reason why the same transformation 
should not occur throughout the country. The effect of this 
would be, first, and perhaps most important from the stand- 
point of the country banker, a radical change in his business, 
and at best a modification of his present independence ; second, 
and more vital to the country as a whole, the creation of two 
systems, one under state control, managed by bankers, the 
other under federal control and subject to the danger of 
political influence in its management. Not only would these 
two systems have few bonds of common interest but they would 
be intensely competitive. Would this not, instead of unifying 
and strengthening the banking situation, interject a new ele- 
ment of division and weakness? 

The proposal of the government to revoke the charters of 
those banks unwilling to comply with the requirements of the 
new law would amount to confiscation unless opportunity 
were given banks withdrawing from the national system to 
be relieved at par of the government bonds which they own. 
The banks now hold $700,000,000 of these bonds on which 
the interest rate is 2%, a rate due not to the value of the 
bonds as an investment but to the circulation privilege at- 
tached thereto. There should be no compulsion to join the 
new banking system. The banks should be left free to act 
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as their best business judgment dictates and not be coerced 
by the danger of financial loss into an unwilling acceptance 
of a position of which they do not approve. The conditions 
involved in membership under the Owen-Glass bill should be 
such as to commend themselves to every banker in the country. 
Then even if there are grounds to expect a slight decrease in 
earnings under the proposed system, enough bankers would 
join to make it an immediate success. With such a system 
once in operation it is hard to believe that every banker in 
the United States would not seek membership. 

The bill provides that the federal reserve banks act as 
clearing houses and accept at par checks drawn on their coun- 
try depositors. This puts the burden on the country bank 
and is all to the advantage of the banks in large cities. It 
has been referred to as an attempt to run water uphill. A 
check is an order on a bank in a definite place to pay money 
at that place and there always will be some expense in trans- 
mitting to some other place the money which the check repre- 
sents. The burden, if any, should be on the collector. If the 
holder of a check is unwilling to pay the expense of collection 
he should demand payment of his bill in funds current in his 
own place of business. 

As to the clause requiring the segregation of savings de- 
posits, the result would in many instances be a curtailment 
of the local usefulness of the banks. Funds in so-called sav- 
ings accounts are now very largely used for commercial pur- 
poses, and any attempt on the part of the government to re- 
quire the investment of these funds in a restricted class of 
securities would divert this money from its present safe use 
in building up the community in which it originates. There 
would be the added danger that too large a proportion of 
these funds would be invested in real-estate mortgages, not a 
liquid asset. 

The doctors have diagnosed our trouble as a bad circulation, 
but to relieve the patient they propose to perform an operation 
on the heart, severing the mutually beneficial relations which 
have grown up between bankers all over the country, rather 
than stimulate a proper flow of blood by a healthy exercise of 
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the different functions of the body economic. Not only that, 
but should the patient recover, further minor operations are 
contemplated. As an officer of a state institution, a country 
bank which will be free to accept or reject the new system 
on its merits, I have endeavored to show some of the defects 
of the bill and have referred but little to its many merits. 
With but a few amendments, the Owen-Glass bill can be 
made a measure which will give to this country a safe and 
sound banking system. 
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